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THE COMBINATION OF SAVINGS DEPOSITS 
AND LIFE INSURANCE 



While the two attempts to combine the functions of the 
savings bank and the life insurance company herein described 
are dissimilar in many respects, there are several features con- 
nected with both that make the one best understood in terms of 
the other. 

The legislature of the state of Massachusetts in June, 1907, as 
a result of the Armstrong investigation and the efforts of several 
of its foremost citizens, made provisions for what is called savings- 
bank life insurance. 1 The provisions of that law as amended 
since are somewhat as follows: Any savings bank may establish 
an "insurance department" upon a vote of two-thirds of its 
trustees to set aside $5,000 as a special expense guaranty fund 
and $20,000 as a special insurance guaranty fund. The first is 
to be used to defray the preliminary expenses of organizing the 
department, and the second to make good unexpectedly great 
mortality or the depreciation of securities in the early years of 
the department. Upon such action by the trustees of the savings 
bank, the banking commissioner and the insurance commissioner 
of the state make an examination of the bank, and upon authori- 
zation from these persons the insurance department of the 
savings bank may begin to issue policies. Premiums for this 
form of insurance may continue to be paid by the insured after 
leaving the state of Massachusetts, and according to recent 
statements of the department "premiums are now being received 
from every state in the Union and from every known part of the 
world." The banks are not allowed to employ solicitors for this 
business but are given the privilege of establishing bonded agen- 
cies in other banks, or in business houses for the benefit of 
employees therein. Such agencies are allowed a commission 

1 General Laws of Massachusetts, chapter 561, Acts of 1907, as amended. 
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of 2 per cent on collections. The policies carry a non-forfeiture 
provision after six months' duration, with cash, paid-up, or 
extended insurance from that time. All policies participate in 
profits of the insurance department of the bank after the first 
year, with dividends calculated by the state actuary. 

A general insurance guaranty fund is established as a corpo- 
rate body with seven trustees appointed by the governor and 
serving without pay. The fund is made up of 4 per cent of all 
premiums collected and deposited monthly by the banks. Upon 
making such deposit the fund passes out of control of the deposit- 
ing bank and is used to guarantee the policy obligations of all 
the insurance departments, as stated by the act in the following 
terms: 1 "The State Actuary shall also furnish to the trustees of 
the General Insurance Guaranty Fund a certificate in respect to 
any savings and insurance bank in which the ratio of the actual 
to the expected mortality has exceeded the ratio of the actual to 
the expected mortality for all the banks combined and thereupon 
the trustees of the General Insurance Guaranty Fund shall pay 
to such bank the amount of such excess as evidenced by such 
certificate." Or in like manner upon authorization from the 
insurance commissioner and at the discretion of the trustees the 
fund may be used to guarantee the risks of any- bank desiring to 
establish an insurance department until such time as the surplus 
of that bank shall have reached the $20,000 required by the law, 
or 10 per cent of the aggregate reserve. 2 

The act provides for a state actuary, as mentioned above, 
and a state medical director. The actuary determines uniform 
rates to be used by the insuring banks, the loan and surrender 
values of all policies, policy forms, books of record and account, 
prepares the annual valuation of the business, makes the adjust- 
ment in the mortality as between banks, and in general performs 
for all the banks the office of the resident or consulting actuary 
in the stock or mutual companies. The state medical director 
holds a similar position in relation to all the insuring banks, 
prescribing the rules for the acceptance of risks, supervising the 

1 General Laws of Massachusetts, chapter 178, section 15. 
'Ibid., sections 18-19. 
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work of examining physicians, and acting in other advisory 
capacities. 

The state also supervises the distribution of the profits from 
the operation of these insurance departments of the savings banks. 
After caring for any previous impairment of the guaranty funds, 
with interest thereon, there may be set aside annually from net 
profits not less than 20 nor more than 75 per cent thereof as a 
surplus fund until such amount equals 10 per cent of the net 
insurance reserve, or the amount of the special insurance guaranty 
fund, whichever is greater. Thereafter only 15 per cent of profits 
go to this surplus. 1 After caring for the maintenance of these 
funds with interest to the amount of that paid on savings deposits, 
approval of the insurance commissioner may be had to retire the 
original advances. 2 Once the insurance department of the bank 
has been put on this self-sustaining basis any excess profits go to 
the policyholders. 3 

Policies issued by these banks include the industrial forms of 
insurance, with values up to $500 and premiums payable weekly, 
for ages two to sixty-five years. In the ordinary forms of life 
insurance the amount of the policy in any one bank is limited to 
$1,000. In like manner any one annuity contract is limited to 
$200 (per year) with age limits from fifteen to sixty-five years. 
Premiums are payable annually, semiannually, or quarterly on 
the life policies. Since four banks have the privilege of issuing 
policies, insurance may be had to the amount of $4,000 with one 
medical examination. Some of the advertising matter from the 
State Insurance Department gives the amount of insurance in 
force in these four banks, on March 31, 1922, as $18,000,000 on 
the lives of 33,500 persons as the result of fourteen years' opera- 
tion. The four issuing banks have sixty-nine agency banks, and 
about 300 collecting agencies among the larger industrial firms of 
Massachusetts. The rates on the policies offered are somewhat 
lower than is usual for non-participating policies, and the divi- 
dends given in the schedule for 1922 appear to be more liberal 
than those allowed by the older companies generally. 

1 General Laws of Massachusetts, chapter 178, section 21. 

2 Ibid., sections 4-5. > Ibid., section 21. 
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A significant feature of this plan is the fact that the insur- 
ance and savings departments of these insuring banks are kept 
entirely distinct. The assets of each are separate, and neither 
department is liable for the obligations of the other. 1 

Since the strength of any insurance organization is derived 
in large measure from a wide distribution of its risks, such a 
system must suffer from its localized character. In a state like 
Massachusetts, with a rather high rating educationally, it could 
be expected to attain a greater degree of success than in some 
other states. As a matter of fact, after the system has been in 
operation fourteen years, the policyholders number 33,500 in a 
population of more than ten times that number. 

As distinct from the Massachusetts savings-bank life insurance 
there has recently developed a combination of savings deposits 
and life insurance. The plan seems to have had its origin about 
the time of the recent decline in employment. The arrangement 
is promoted jointly by the insurance company and a savings 
bank, or several banks. In its simplest terms the principal 
features appear to be a monthly deposit with the savings bank of 
a sum sufficient to care for the annual or other premium for 
insurance and in addition an amount that, accumulating at a 
specified rate of interest, will equal at the end of a term of years — 
ten, fifteen, or twenty — the additional paid-up endowment desired 
as a deposit with the savings bank. The contract, which is 
made between the savings bank and the applicant, calls for a 
specified number of monthly deposits (120, if it is the ten-year 
plan), with the provision that the deposits are not subject to 
check. Should the depositor die at any time within the term of 
the contract, his estate receives the amount called for in the policy 
from the life insurance company and the amount of additional 
deposits with the savings bank, plus the interest earned. Should 
the depositor outlive the term of the contract, he has had the 
protection during such term and in addition has a paid-up endow- 
ment which can be used to purchase extended insurance, be 
deposited with the bank, or be drawn for other purposes. 

1 General Laws of Massachusetts, chapter 178, section 8. 
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As some of the more usual variations of this plan there may 
be mentioned the following: 

a) A representative of one of the Illinois insurance companies 
explains his policy as follows: 1 

There is no complication whatever about this arrangement. Our 
premium rate at age thirty-five is $16.48 per thousand. If the insured, will 
deposit with us each year $14.32 in addition to the premium, making his 
total annual payment $30.80, we agree to improve each of said deposits, 
except the first, at 4 per cent compound interest, and this deposit is so 
arranged in amount that at the end of twenty years the accumulation is 
$412.00. At this stage the insured is entitled to refrain from the payment 
of both premium and deposits, because it will be observed that 4 per cent 
of $412.00 is $16.48, exactly our annual premium rate. 

The arrangement in this instance is somewhat similar to that 
of the life policy with twenty payments. Since the explanation 
was given in a discussion of combined savings deposits and life 
insurance, it would appear that the amount of the additional 
"deposit" is handled through the savings bank. The reading 
of the policy of the company concerned would confirm this 
assumption. 

b) The ordinary life policy is sold by such a plan with addi- 
tional deposits arranged to make the cash-surrender value and 
these deposits equal $1,000 or multiples thereof at the end of a 
term of years. The insured gets the protection offered in such a 
policy during the ten-year, or other, term but must surrender the 
policy at the end of the period in order to complete the terms of 
the contract. 2 

c) A representative of one of the western companies in claim- 
ing that his company was the first to enter the field with an 
"insured savings plan," describes the policy as follows: 3 

The policy is a monthly decreasing term policy, by which it is meant 
that the amount of the insurance payable in cash at the death of the depositor 
decreases from month to month in exactly the same amount that the 
customer's deposit with the bank increases. Therefore should the depositor 

1 "Illinois Bankers Life," Proceedings of the National Convention of Mutual 
Life Underwriters, 1921, p. 19. 

2 "The Manhattan Life," Insurance Field, May 19, p. 6; also "Missouri State 
Life." 

3 "Lincoln National Life," Spectator, April 6, 1922, p. 22. 
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die at any time during the 120 months, the insurance company pays the 
bank for deposit to the customer's insured savings account an amount which, 
when added to the depositor's accumulated savings, brings his savings 
account to exactly $1,000. 

The insured in such an arrangement pays for protection during 
the term of the contract, and, should it be desired to continue 
the insurance thereafter, a new contract has to be arranged at 
an age ten years in advance of the first, so far as this description 
goes. 

This form of insured savings deposit, known as the " Gesell 
Plan," has been modified by some of the companies to allow the 
insured to continue the policy with the company after the expira- 
tion of the ten-year term by paying to the insurance company 
the premium as of the age of original issue, or by allowing the 
accumulated savings to remain with the bank and pay the pre- 
mium out of the interest on this deposit. 1 

d) Still another modification of the plan is the so-called 
"Grizzard System." In this instance a series of twelve notes 
payable monthly is arranged in amount sufficient to care for the 
annual premium on the policy of life insurance, plus interest, 
cost of collection, and agent's fees. It is significant that the 
amount of these notes must be such as to make their value when 
discounted equal these costs. The notes are immediately dis- 
counted with the bank that is a part of the system, the premium 
paid the insuring company, and other costs cared for. Col- 
lection of the notes in most cases is made through the discounting 
bank. In this case the insured secures the protection offered 
by the policy, on the monthly payment plan, the bank secures 
the interest on the notes as well as the collection charges, and 
the agent secures his usual commission. While the advertising 
matter of the system emphasizes the monthly "deposit" and the 
inducement to save, there would seem to be no deposit at all in 
the usually accepted sense and in the manner included in the other 
plans noted. 

One feature of these plans that is by no means unimportant 
is the rate of interest allowed by the savings bank on the deposits. 

1 Insurance Field, March 17, 1022, p. 4. 
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While the insurance companies accumulated the "reserve" on 
these policies some years ago at 3 per cent and more recently 
increased the allowance to 3! per cent, the banks in most instances 
agree to pay 4 per cent on that part of the payments which 
remains in the deposit account, compounded semiannually during 
the term of the contract. Experience with such long-time con- 
tracts has made it evident to the insurance companies that there 
is no great margin on the $2 per cent basis. It would seem either 
that the banks intend to compute the interest in the same manner 
that the interest on savings deposits is figured and to consider 
the present advanced rates on long-time loans as permanent, or 
that the experience of the insurance companies has not been 
considered at all. At the present time very few insurance com- 
panies allow 4 per cent on the reserve, and in this number is none 
of the older, so-called "standard" companies as regards manage- 
ment. The plan is so young that it is not certain what relief 
may be secured by a savings bank which finds the 4 per cent 
interest compounded semiannually too great a drain upon its 
resources. The insurance contract, on the other hand, can be 
canceled only at the option of the insured, except for fraud in the 
making. 

The method of selling this "insured savings account" or 
"immediate estate" has varied with the point of view of the 
promoter. In some instances the plan is primarily an induce- 
ment to save as evidenced by the third form above. As term 
insurance or temporary protection this plan may serve a good 
purpose. But, it will be noted, the investment features which 
form so large a part of the present-day life insurance policy are 
left entirely to the savings bank as a "deposit," and few insur- 
ance men take kindly to it. With such a proposition the bank 
has its own salesmen, its own literature, and the insurance 
company is subordinated to the promotion of savings accounts. 
In plans that emphasize the life insurance side of the proposition, 
where the bank is used only as a means of reaching people who 
would otherwise be uninsured, the insurance companies have 
used their salesmen, supplied the literature from their home 
offices, and have promoted the proposition through several 
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banks in as many localities. It is the fact that the functions 
of these two institutions have been so long considered separate 
rather than joint that has given rise to no little discussion of this 
effort to combine savings deposits and life insurance. 

In the latter part of 192 1 the Cleveland Life Underwriters 
Association condemned the plan in no uncertain terms. Because 
of its bearing on the action of other agency organizations it may 
not be amiss to give the opinion of this association as expressed 
in its published reports: 1 First, the service to policyholders would 
be inferior to that now furnished by life insurance representatives, 
creating unfriendliness toward both insurance and banks. 
Second, the cost of collection service would be excessive. Third, 
the use of employees of the banks would disturb the present 
harmony between insurance companies and banks and produce 
unfavorable results to both. Fourth, the competition with 
salesmen, supposedly trained in banking, would not be salutary 
to high-grade life underwriters, and would destroy much of the 
good contributed by colleges, sales congresses, and general 
agents to attract capable men to the life insurance field. Fifth, 
the whole proposition would tend to a return to old pernicious 
practices, long since corrected and lived down by the untiring 
efforts of loyal, far-sighted men. Sixth, in the opinion of life 
insurance salesmen, company officials cannot afford to tear down 
and disrupt agency loyalty and organization for any volume of 
business that may be obtained from this source. 

In resolutions adopted by agency organizations in other cities 
the same attitude is expressed in much the same terms. The 
Cincinnati 2 and Kansas City 3 associations indorsed this action 
of the Cleveland body, while the Pittsburgh Life Underwriters 
Association 4 commended the plan as a thrift measure but advised 
caution in its adoption by life companies. The attitude of the 
agency organizations can easily be understood. Joint action 
of the banks and insurance companies gives bank employees an 
opportunity to sell insurance in addition to their usual occupa- 

1 Insurance Field, November 18, 1921, p. 6. 

2 Ibid., March 3, 1922, p. n. 

s Ibid., April 7, 1922, p. 6. * Ibid., March 10, 1922, p. 6. 
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tions in a way to bring hardship to full-time insurance salesmen. 
There may be a valid criticism from the point of view of the 
insurance company in that policyholders secured through the 
savings bank do not have as close connection with the insurance 
company nor do they understand as clearly what they are buying 
as the policyholders secured through regular employees of the 
insurance company. It is probably true that a great many 
salesmen are sent out from the bank who do not themselves 
have any too exact an idea of the policy that is attached to the 
savings deposit. It is for this reason that some of the insurance 
companies fear the increased lapsation that may result from such 
a combination. As against this fear of lapsation there is ad- 
vanced the idea that, should the policyholder ever find himself 
unable to deposit the premium when due, the deposits already 
in the bank may be applied toward maintaining the insurance 
in force. While there is no real proof that the popularity of the 
movement with the insurance companies that advocate the plan 
rests upon its ability to reduce the lapse ratio in a time of unem- 
ployment, the following clause in one of the policies is something 
more than a preventive measure: 1 

Should the insured fail to pay any premium on this policy when due any 
savings fund accumulation to the credit of this policy shall without action 
on the part of the insured be applied on such premiums so long as the 
amount in the Savings Fund to the credit of this policy shall be sufficient 
to pay at least one quarterly premium. At any time the insured may 
resume the payment of premiums without medical examination and any 
amount so advanced shall not constitute a lien against the insurance pro- 
vided herein. 

It is this feature of the proposition that would not seem to be in 
favor with all the insurance departments. 

Another weakness that has been advanced from the side of 
the insurance companies is the large number of failures among 
the banks each year, while insurance companies have built up a 
reputation as practically immune from failure. This is the one 
great asset of the life insurance business. Should such a plan 
be offered by a savings bank in some community as the represen- 

1 Policy of the Illinois Bankers Life. 
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tative of the insurance company, and the bank for any cause 
whatever fail to live up to its part of the agreement, the whole 
community would have to be sold the idea of life insurance all 
over again. Furthermore, should such an epidemic as that of 
the year 1918 occur at a time of depression in business or tighten- 
ing credit, even the strongest banks would feel the strain because 
of this combination of savings deposits and life insurance. 
Insurance companies normally are large depositors in most of the 
city banks. With a reduction of deposits from the side of the 
insurance companies in order to meet a greatly increased volume 
of death claims and from the side of individual depositors who 
cannot continue their "insured deposits," where this privilege 
is demanded by the insurance departments, the banks would 
surely find the situation more complicated than has usually been 
the case. 

At least one commissioner of insurance, the commissioner for 
the state of Texas, 1 has found reason openly to condemn such a 
proposition as opposed to public policy. 

Those who advocate the plan claim that persons are reached 
through the joint appeal of protection and savings who could 
not otherwise be interested in life insurance, and that the idea of 
an "immediate estate" appeals to the small depositor as well as 
to the person who believes that life insurance is a game one has 
to die to win. As opposed to such a statement is the report of 
the dissolution of a combination in Chicago, 2 which had done a 
large amount of business of this sort, because of the dispropor- 
tionate amount of clerical work resulting from this effort to reach 
and maintain contact with the small depositor. 

There are few identical features in these two attempts to 
combine the functions of the savings bank and the life insurance 
company. In the first instance the system is set up by statutory 
regulation in some form approaching completeness, while the 
more widespread and later development is yet so young as to 
appear crude and doubtful in many particulars. In the first 

1 Insurance Field, April 7, 1922, p. 5; March 24, p. 6. 
3 Spectator, April 13, 1922, p. 23. 
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instance the statute sets forth clearly that the two departments 
of savings and insurance must be kept entirely separate as regards 
their operation, while in the later development the two are so 
closely interdependent that the failure of the bank to meet its 
part of the contract can put, not one company that may be 
responsible for the plan, but the whole insurance business in that 
community, years behind. It is probable that the weaknesses 
of such a plan appear too obvious because of the recent develop- 
ment, and that standardization may do much to improve the 
method and the service rendered. 

V. D. Johnston 

Columbus, Ohio 



